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ALLOCATION  OF  HOME  OFFICE 
EXPENSES  TO  SEGMENTS 

Proposed  Cost  Accounting  Standard 

Notice  is  hereby  given  of  a  proposed 
cost  accounting  standard  on  allocation 
of  home  office  expenses  to  segments 
which  the  Cost  Accounting  Standards 
Board  is  considering  for  promulgation  to 
implement  further  the  requiremMits  of 
section  719  of  the  Defense  Production 
Act  of  1950,  as  amended.  Public  Law  91- 
379,  50  U.S.C.  App.  2168.  When  promul¬ 
gated.  the  standard  will  be  used  by  all 
relevant  Federal  agencies  and  national 
defense  contractors  and  subccmtractors. 

Contractors  and  subcontractors  who 
received  net  awards  of  negotiated  na¬ 
tional  defense  contracts  of  less  than  $30 
million  during  Federal  fiscal  year  1971 
are  temporarily  exempt  from  the  pro¬ 
posed  standard,  since  they  are  not  at 
this  time  required  to  submit  a  disclosure 
statement  (see  §  403.70).  The  Board, 
however,  welcomes  comments  on  the 
proposed  standard  by  all  persons, 
whether  or  not  temporarily  exempt  from 
the  proposed  standard. 

The  prcwJosed  standard,  if  adopted, 
will  he  one  of  a  series  of  cost  accounting 
standards  which  the  Board  is  promul¬ 
gating  “to  achieve  uniformity  and  con¬ 
sistency  in  the  cost-accounting  prin¬ 
ciples  followed  by  defense  ccmtractors 
and  subcontractors  under  Federal  ccm- 
tracts.”  (See  sec.  719(g)  of  the  Defense 
Production  Act  of  1950,  as  amended.) 

The  Cost  Accounting  Standards  Board 
solicits  comments  on  the  proposed  cost 
accounting  standard  from  any  interested 
person  on  any  matter  which  will  assist 
the  Board  in  its  consideration  of  the 
proposal.  The  Board  draws  attention  to 
the  following  two  matters  upon 
which  comments  would  be  particularly 
welcome: 

(1)  A  formula  for  allocation  of  resid¬ 
ual  expenses  to  segments  under  a  home 
office  is  set  forth  at  §  403.40(b)  (7)  (ii) . 
Anyone  advocating  an  alternative  alloca¬ 
tion  method  should  set  it  forth  in  detail 
together  with  reasons  for  favoring  it. 

(2)  In  the  table  at  §  403.60,  an  illus¬ 
tration  is  provided  for  the  allocation  of 
“State  and  local  income  taxes  and  fran¬ 
chise  taxes  based  on  income.”  Any  per¬ 
son  advocating  an  allocation  method 
other  than  that  illustrated  should  state 
it  in  detail  with  the  reasons  for  favoring 
it. 

Interested  persons  should  submit 
written  data,  views,  and  arguments  con¬ 
cerning  the  proposed  cost  accounting 
standard  to  the  Cost  Accoimting  Stand¬ 
ards  Board,  441  G  Street  NW.,  Washing¬ 
ton,  DC  20548,  to  arrive  no  later  than 
August  31,  1972.  All  written  submissions 
made  pursuant  to  this  notice  will  be 
made  available  for  public  inspection  at 
the  Board’s  offices  during  regular  busi¬ 
ness  hours. 


PART  403— COST  ACCOUNTING 

STANDARD:  ALLOCATION  OF 

HOME  OFFICE  EXPENSES  TO 

SEGMENTS 

§  403.10  General  applicability. 

This  standard  shall  be  used  by  defense 
contractors  and  subcontractors  tmder 
Federal  contracts  entered  into  after  the 
effective  date  hereof,  and  by  all  relevant 
Federal  agencies  in  estimating,  accumu¬ 
lating,  and  reporting  expenses  in  con¬ 
nection  with  the  pricing,  administration, 
and  settlement  of  all  negotiated  prime 
contract  and  subcontract  national  de¬ 
fense  procurements  with  the  United 
States  in  excess  of  $100,000,  other  than 
contracts  or  subcontracts  where  the  price 
negotiated  is  based  on  (a)  established 
catalog  or  market  prices  of  commercial 
items  sold  in  substantial  quantities  to 
the  general  public,  or  (b)  prices  set  by 
law  or  regulation. 

§  403.20  Purpose. 

The  purpose  of  this  cost  accounting 
standard  is  to  prescribe  criteria  for  allo¬ 
cation  of  the  expenses  of  a  home  office 
to  the  segments  of  the  organization  based 
on  the  beneficial  or  causal  relationship 
between  such  expenses  and  the  receiv¬ 
ing  segment.  It  provides  for  (a)  iden¬ 
tification  of  expenses  for  direct  alloca¬ 
tion  to  segments  to  the  maximum  extent 
practicable  and,  (b)  accumulation  of 
nondirectly  charged  expenses  into  log¬ 
ical,  and  relatively  homogeneous  ex¬ 
pense  pools  to  be  allocated  on  bases  re¬ 
flecting  the  relationship  of  the  expenses 
to  the  segments  concerned,  and  (c)  allo¬ 
cation  of  any  remaining  or  residual  home 
office  expenses  on  a  formula  basis.  The 
intent  of  this  standard  is  to  minimize  the 
amount  of  expenses  which  may  be  cate¬ 
gorized  as  residual  or  those  of  managing 
the  organization  as  a  whole.  This  stand¬ 
ard  does  not  cover  the  reallocation  of 
a  segment’s  share  of  the  home  office  ex¬ 
penses  to  contracts  and  other  cost  objec¬ 
tives. 

§  403.30  Definitions. 

For  piuposes  of  this  standard,  the  fol¬ 
lowing  definitions  apply: 

(a)  Allocate.  To  assign  an  item  of  cost, 
or  a  group  of  items  of  cost,  to  one  or  more 
cost  objectives.  This  term  includes  both 
direct  assignment  of  cost  and  the  reas¬ 
signment  of  a  share  from  an  indirect  cost 
pool. 

(b)  Home  office.  An  office  responsi¬ 
ble  for  directing  or  managing  two  or 
more,  but  not  necessarily  all  segments  of 
an  organization.  It  typically  establishes 
policy  for  and  provides  guidance  to  the 
segments  in  their  operations.  It  usually 
performs  management,  supervisory,  ad¬ 
ministrative,  or  service  functions  in  sup¬ 
port  of  the  operations  of  the  various 
segments.  An  organization  which  has 
intermediate  levels,  such  as  groups,  may 
have  several  home  offices  which  report 
to  a  common  home  office.  (An  intermedi¬ 
ate  organization  may  be  both  a  segment 
and  a  home  office.) 

(c)  Home  office  function.  An  activity 
or  service  performed  by  a  home  office  for 


a  particular  purpose.  A  function  may 
sometimes  be  identifiable  with  a  home 
office  department,  although  a  depart¬ 
ment  may  perform  several  functions,  or 
several  departments  may  perform  a  part 
of  a  single  function.  Expenses  of  a  par¬ 
ticular  fimction  may  be  recorded  in  one 
or  more  home  office  accounts. 

(d)  Operating  revenue.  Amounts  re¬ 
ceived  from  the  sale  of  products,  manu¬ 
factured  or  purchased  for  resale;  for 
services;  and  from  rentals  of  property 
held  primarily  for  leasing  to  others.  It 
excludes  interest,  dividend,  and  royalty 
income;  income  from  the  sale  of  assets 
used  in  the  business;  incidental  rental 
income;  and  sales  made  on  behalf  of  the 
Government. 

(e)  Segment.  One  of  two  or  more  di¬ 
visions,  product  departments,  plants,  or 
other  subdivisions  of  an  organization 
usually  identified  with  responsibility  for 
profit  and/or  producing  a  product  or 
service.  The  segment  must  report  directly 
to  a  home  office.  The  term  includes 
wholly  owned  domestic  and  foreign  sub¬ 
sidiaries,  and  Government-owned  con¬ 
tractor-operated  (GOCO)  facilities,  and 
may  include,  depending  on  the  manage¬ 
ment  relationship,  partially  owned 
domestic  and  foreign  subsidiaries  and 
joint  ventures. 

§  403.40  Fundamental  requirement. 

(a)  Home  office  expenses  shall  be  di¬ 
rectly  allocated  to  segments  to  the  max¬ 
imum  extent  practicable.  Expenses  not 
directly  allocated  shall  be  grouped  in 
logical  and  homogeneous  expense  pools 
and  allocated  on  the  basis  of  expenses 
caused  by  the  segments,  benefits  received 
by  the  segments,  or  benefits  available  to 
the  segments.  Any  expenses  not  directly 
allocated  or  grouped  into  homogeneous 
expense  pools  shall  be  considered  as  re¬ 
sidual  expenses. 

(b)  The  following  subparagraphs 
provide  criteria  for  allocation  of  groups 
of  home  office  expenses: 

(1)  Centralized  service  functions.  Ex¬ 
penses  of  centralized  service  functions 
performed  by  a  home  office  for  its  seg¬ 
ments  shall  be  allocated  to  segments  on 
the  basis  of  the  services  received  by  each 
segment.  Centralized  service  functions 
performed  by  a  home  office  for  its  seg¬ 
ments  are  considered  to  consist  of  spe¬ 
cific  functions,  which  but  for  the 
existence  of  a  home  office  would  be 
performed  or  acquired  by  some  or  all  of 
the  segments  individually,  or  would  not 
be  available  to  a  segment.  Examples 
include  centrally  performed  personnel 
administration  and  centralized  data 
processing. 

(2)  Staff  management  of  certain  spe¬ 
cific  activities  of  segments.  The  expenses 
incurred  by  a  home  office  for  staff  man¬ 
agement,  supervisory,  or  policy  functions 
related  to  specific  activities  of  segments 
shall  be  allocated  to  appropriate  seg¬ 
ments  over  a  base,  or  bases,  representa¬ 
tive  of  the  total  specific  activity  being 
managed  or  supei  vised.  Staff  manage¬ 
ment,  supervision,  or  policy  guidance  to 
segments  is  commonly  provided  in  the 
performance  of  specific  segment  activi¬ 
ties  such  as  maniifacturing,  accounting, 
and  engineering. 


FEDERAL  REGISTER,  VOL.  37,  NO.  127 — FRIDAY,  JUNE  30,  1972 


PROPOSED  RULE  MAKING 


13065 


(3)  Staff  management  not  identifiable 
with  any  certain  specific  activities  of 
segments.  The  expenses  incurred  by  a 
home  office  for  staff  management,  su¬ 
pervisory,  or  policy  functions  which,  for 
reasons  of  management  policy,  are  not 
related  to  specific  activities  of  segments 
shall  be  allocated  in  accordance  with 
subparagraph  (7)  of  this  paragraph  as 
residual  expenses. 

(4)  Line  management  of  particular 
segments  or  groups  of  segments.  The  ex¬ 
pense  of  line  management  shall  be  allo¬ 
cated  only  to  the  particular  segment  or 
group  of  segments  which  are  being  man¬ 
aged  or  supervised.  If  more  than  one 
segment  is  managed  or  supervised,  the 
expenses  shall  be  allocated  over  a  base 
or  bases  representative  of  the  total  activ¬ 
ity  of  such  segments.  Line  management 
is  considered  to  consist  of  management 
or  supervision  of  a  segment  as  a  whole. 

(5)  Central  accruals  or  payments. 
Central  payments  or  accruals  which  are 
made  by  a  home  office  on  behalf  of  its 
segments  shall  be  allocated  directly  to 
segments  to  the  extent  that  such  pay¬ 
ments  or  accruals  can  be  identified 
specifically  with  individual  segments. 
Central  payments  or  accruals  are  those 
which  but  for  the  existence  of  a  number 
of  segments  would  be  accrued  or  paid  by 
the  individual  segments.  Common  exam¬ 
ples  include  centrally  paid  or  accrued 
pension  costs,  group  insurance  costs  and 
fees  for  professional  services,  and  may 
also  include  State  and  local  income  taxes 
and  franchise  taxes  based  on  income,  or 
payrolls  paid  by  a  home  office  on  behalf 
of  its  segments.  Any  such  payment  or 
accruals  which  cannot  be  identified 
specifically  with  individual  segmoits 
shall  be  allocated  to  segments  by  the  use 
of  an  allocation  base  representative  of 
the  factors  on  which  the  total  payment 
is  based. 

(6)  Independent  research  and  devel¬ 
opment  and  bidding  and  proposal  costs. 
Notwithstanding  any  other  provisions 
herein,  the  costs  of  independent  research 
and  development  (I.R.  &  D.)  and  bidding 
and  proposal  (B.  &  P.)  efforts  allocated 
by  a  home  office  shall  continue  to  be 
allocated  in  accordance  with  current 
agreements  between  contractors  and  ap¬ 
propriate  contracting  agencies  pursuant 
to  provisions  of  existing  laws,  regula¬ 
tions,  and  other  standards. 

(7)  Residual  expenses,  (i)  All  home 
office  expenses  which  are  not  allocated 
in  accordance  with  subparagraphs  (1) 
through  (6)  of  this  paragraph  (b) ,  here¬ 
inafter  cEilled  the  “residual  expenses,” 
shall  be  deemed  incurred  in  the  manage¬ 
ment  of  the  organization  or  of  a  group 
of  segments  as  a  whole.  Typical  residual 
expenses  are  those  for  the  chief  execu¬ 
tive,  the  chief  financial  officer,  and  any 
staff  which  are  not  identified  with  spe¬ 
cific  activities  of  segments. 

(ii)  Residual  expenses  shall  be  allo¬ 
cated  to  all  segments  under  the  signifi¬ 
cant  guidance  or  control  of  a  home  office. 
Ownership  of  more  than  a  50  percent 
interest  in  the  voting  stock  of  another 
corporation  will  be  considered  conclusive 
evidence  of  significant  guidance  and  con¬ 
trol.  For  the  purpose  of  this  paragraph. 


a  20  percent  interest  in  the  voting  stock 
of  another  corporaticm  will  be  considered 
to  indicate  the  evidence  of  significant 
guidance  or  control  in  the  abs^ce  of 
evidence  to  the  contrary.  The  percent¬ 
age  of  the  residusd  expenses  to  be  allo¬ 
cated  to  any  segment  is  the  arithmetical 
average  of  the  following  three 
percentages; 

(a)  The  percentage  of  the  segment’s 
payroll  to  the  total  payroll  of  all  seg¬ 
ments. 

(b)  The  percentage  of  the  segment’s 
operating  revenue  to  the  total  operating 
revenue  of  all  segments.  For  this  pur¬ 
pose,  the  operating  revenue  shall  include 
that  received  from  other  segments  of  the 
organization. 

(c)  The  percentage  of  the  average  net 
book  value  of  the  segment’s  owned  and 
rented  real  and  tangible  personal  prop¬ 
erty  to  the  total  average  net  book  value 
of  such  property  of  all  segments.  The 
average  net  book  value  of  owned  prop¬ 
erty  shall  be  the  average  of  the  net  bo^ 
value  at  the  beginning  of  the  organiza- 
tirni’s  fiscal  year  and  the  net  book  value 
at  the  end  of  the  year,  as  reported  on  the 
organization’s  balance  sheet.  Rented 
proi}erty  shall  be  valued  at  eight  times 
the  annual  rental  rate. 

If  a  corporation  owns  50  percent  or  less 
of  the  voting  stock  of  any  segment  and 
does  not  exercise  significant  guidance  or 
control  of  the  segment,  the  amount  of 
payroll,  sales,  and  property  to  be  in¬ 
cluded  in  the  computation  imder  (a), 
(b),  and  (c)  of  this  subdivision  may  be 
limited  to  the  percentage  of  ownership  in 
such  segment. 

§  403.50  Techniques  for  application. 

(a)  Separate  expense  groupings  will 
ordinarily  be  required  to  implement 
§  403.40.  The  number  of  groupings  will 
depend  primarily  on  the  variety  and 
significance  of  service  and  management 
functions  performed  by  a  home  office. 
Ordinarily,  each  service  or  management 
function  will  have  to  be  separately  iden¬ 
tified  for  allocation  by  means  of  an 
appropriate  allocation  technique.  How¬ 
ever,  it  is  not  necessary  to  identify  and 
allocate  different  functions  separately, 
if  they  can  be  appropriately  allocated 
over  the  same  allocation  base.  For  ex¬ 
ample,  if  the  personnel  department  of 
a  home  office  provides  personnel  services 
for  some  or  all  of  the  segments  (a  cen¬ 
tralized  service  function)  and  also  estab¬ 
lishes  personnel  policies  for  the  same 
segments  (a  staff  management  func¬ 
tion),  the  expenses  of  both  functions 
could  be  allocated  over  the  same  base, 
such  as  the  number  of  personnel:  and 

Home  office  expense  or  function 
Centralized  service  functions : 

1.  Personnel  administration' _ 

2.  Data  processing  services _ 

3.  Centralized  purchasing  and  subcon¬ 

tracting. 

4.  Centralized  warehousing _ 

6.  Company  aircraft  service _ 

6.  Central  telephone  service _ 

Staff  management  of  specific  activities; 

1.  Personnel  management _ 


the  separate  functions  do  not  have  to 
be  identified.  Section  403.60  illustrates 
various  expense  groupings  which  may 
be  used,  together  with  appropriate  al¬ 
location  bases. 

(b)  Certain  home  office  fimctions  may 
be  performed  in  part  for  segments  and 
in  part  for  the  home  office  functions. 
For  example,  the  personnel  administra¬ 
tion  fimction  may  be  performed  for  the 
benefit  of  home  office  personnel  as  well 
as  for  segment  employees  or  legal  serv¬ 
ices  may  be  performed  on  behalf  df  the 
home  office  as  well  as  on  behalf  of  seg¬ 
ments.  The  portion  of  the  expense  of 
any  home  office  fimction  applicable  to 
the  home  office  shall  be  allocated  to 
functions  of  the  home  office  and  become 
a  part  of  the  cost  of  those  functions. 

(c)  Where  the  expense  of  a  given  func¬ 
tion  (such  as  personnel  policy)  is  to  be 
allocated  by  means  of  a  certain  alloca¬ 
tion  base  (such  as  number  of  personnel) 
all  scgmmts  shall  be  included  in  the  base 
unless  it  can  bo  demonstrated  that  any 
segment  did  not  cause,  or  receive  bene¬ 
fits  from,  the  function  to  be  allocated 
and  further  that  it  can  also  be  demon¬ 
strated  that  all  segments  to  be  included 
in  the  ba.3e  did,  in  fact,  either  cause,  or 
receive  benefits  from,  the  function  in 
question. 

(d)  Home  office  functions  may  be  per¬ 
formed  by  an  organizatiMi  which  for 
some  purposes  may  not  be  a  part  of  lihe 
legal  entity  with  which  the  Government 
has  contracted.  This  situation  may  arise, 
for  example,  in  instances  where  the 
Government  contracts  directly  with  a 
corporation  which  is  wholly  or  partly 
owned  by  another  corporation.  In  this 
case,  the  latter  corporation  serves  as  a 
“home  office,”  and  the  corporation  with 
which  the  contract  is  made  is  a  “seg¬ 
ment,”  as  those  terms  are  defined  and 
used  in  this  standard.  For  purposes  of 
contracts  subject  to  this  standard,  the 
contracting  corporation  may  only  accept 
allocations  frwn  the  other  corporation 
to  the  exent  that  such  allocations  meet 
the  requirements  set  forth  in  this 
standard  for  allocation  of  home  office 
expenses  to  segments. 

§  403.60  Illustrations. 

Direct  allocating  of  home  office  ex¬ 
penses  is  to  be  accomplished  to  the  maxi¬ 
mum  extent  practicable.  Where  expenses 
are  not  directly  allocated  to  segments  and 
are  grouped  together  into  homogeneous 
pools,  the  following  table  lists  some  typi¬ 
cal  pools,  together  with  alternative  illus¬ 
trative  bases  which  could  be  used  in  ap¬ 
propriate  circumstances  to  allocate  such 
expenses : 

Alternative  allocation  hoses 

1.  Number  of  personnel,  labor  hours,  pay¬ 

roll,  number  of  hires. 

2.  Machine  time,  number  of  reports. 

3.  Number  of  purchase  orders,  value  of  pur* 

chases,  number  of  Items. 

4.  Square  footage,  value  of  material,  volume. 

5.  Actual  or  standard  rate  per  hour,  mile, 

passenger  mile,  or  similar  unit. 

6.  Usage  costs,  number  of  Instniments. 

1.  Number  of  personnel,  labor  hours,  payroll, 

number  of  hires. 
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Home  office  expense  or  function 

2.  Manufacturing  policies  (quality  control, 

industrial  engineering,  production 
scheduling,  tooling,  inspection,  and 
testing,  etc.). 

3.  Engineering  policies _ 

4.  Material /purchasing  policies _ 

5.  Marketing  policies _ 


Alternative  allocation  bases 

2.  Manufacturing  cost  Input,  manufacturing 
direct  labor. 


3.  Total  engineering  costs,  engineering  di¬ 

rect  labor,  number  of  drawings. 

4.  Number  of  purchase  orders,  value  of  pur¬ 

chases. 

5.  Sales,  segment  marketing  costs. 


In  the  event  staff  activities  are  not  as  a  matter  of  management  policy  related  to 
specific  activities  of  segments,  such  expenses  may  be  allocated  as  residual  expenses. 


Home  office  expense  or  function 
Central  accruals  or  payments; 

1.  Pension  expenses _ 

2.  Group  Insurance  expenses _ 

3.  State  and  local  income  taxes  and  fran¬ 

chise  taxes  based  on  income. 


Alternative  allocation  bases 

1.  Payroll  or  other  factor  on  which  total 

payment  is  based. 

2.  Pa3rroll  or  other  factor  on  which  total 

payment  Is  based. 

3.  Allocate  to  segments  on  the  basis  of  the 

income  or  loss  of  such  segments. 


The  above-listed  allocation  bases  are 
illustrative.  Other  bases  for  allocation  of 
home  office  expenses  to  segments  may  be 
used  if  they  are  substantially  in  accord¬ 
ance  with  the  beneficial  or  causal  rela¬ 
tionship  outlined  in  the  paragraphs  of 
§  403.40. 

§  403.70  Exemptions. 

Any  contractor  or  subcontractor  who 
is  not  required  to  submit  a  disclosure 
statement  pursuant  to  §  351.4  of  the 
Board’s  relations  in  this  chapter  is 
exempt  from  this  standard.  If  subse¬ 
quently  the  contractor  or  subcontractor 
is  required  pursuant  to  a  modification  of 
§  351.4  of  this  chapter  to  submit  a  dis¬ 


closure  statement  as  a  condition  of  a  sub¬ 
sequent  contract  award,  this  standard 
shall  then  become  applicable  in  accord¬ 
ance  with  paragraph  (a)  (3)  of  the  con¬ 
tract  clause  set  out  in  §  331.5  of  the 
Board’s  regulations  in  this  chapter. 

Effective  date.  This  standard  shall  be 
followed  by  each  contractor  for  his  fiscal 
year  beginning  next  after  this  standard 
becomes  applicable  to  the  contractor  pur¬ 
suant  to  the  contract  clause  set  out  at 
§  331.5  of  these  regulations.  The  effective 
date  of  this  standard  is _ 

Arthur  Schoenhaut, 

Executive  Secretary. 

(PR  Doc.72-10012  Piled  6-29-72:8:53  am) 
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